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SAUDI ARABIA: KEY ECONOMIC INDICATORS 


All values in billions of current U.S. dollars unless 
otherwise indicated 


xchange Rate: 

1977 US$1.00=SR 3.5251 

1978 US$1.00=SR 3.3996 ¥ B) FY B/A D) FY 
1979 US$1.00=SR 3.36e 778 1978/9* % change 1979/80* 


INCOME AND PROD ON 


Per Capita GDP (US dollars) 
GDP (at 1969/70 prices) 
Non-Oil GDP 
Non-Oil GDP (at 1969/70 prices) 
GDP Deflator 
GOVERNMENT BUDGET 
Budgeted Revenue 
Budgeted Expenditure 
Actual Revenue 

Of which Oil Revenue 
Actual Expenditure 
Surplus or Deficit 


OIL, MONEY, PRICES 


Crude Oil Production 
(million bbl/day ) 
Money Supply 
Cost of Living Index (1970=100) 
TRADE AND BALANCE OF PAYMENTS 
ota vernment 
Foreign Assets 


Current Account Balance 
Exports (FOB) 

U.S. Share (%) 
Imports (FOB) 

U.S. Share (%) 


Principa ports from U.5.: cars and trucks; aircraft and avionics; 
cereals and preparations; electric power equipment; construction and 
mining equipment; heating and cooling equipment. 


= estimated 
= Embassy forecast 
Saudi Fiscal Year 1977/78 June 17, 1977 to June 5, 1978 
1978/79 June 6, 1978 to May 26, 1979 
1979/80 May 27, 1979 to May 15, 1980 
1) As of April 30, 1979 
2) As of August 31, 1979 
Sources: Saudi Arabian Monetary Agency; Ministry of Finance 
Central Department of Statistics; International Monetary 
Fund, Embassy estimates. 
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SUMMARY 


After several years of relative stability in oil revenue, government 
spending, and inflation, Saudi oil income rose dramatically in 1979. 
Unlike the similar situation which followed the 1973/74 oil price 
explosion, the Saudi Government is now well prepared to channel much of 
this increased wealth into existing programs and projects. Although 
government spending is likely to rise more rapidly than during the past 
several years, both the inflationary and social consequences of 
increasing government outlays will be carefully monitored in light of 
lessons learned during the post-1973 period. 


On the balance of payments front, a significant current account surplus 
seems certain for 1979, though it should not reach the destabilizing 
"oil boom" levels of the mid-seventies, even in nominal terms. 


Increased government spending should provide new opportunities for U.S. 
suppliers' especially those firms specializing in maintenance, 
operations, and training services or companies interested in a joint 
venture with a Saudi firm. MThe construction sector remains fiercely 
competitive. 


CURRENT ECONOMIC SITUATION AND TRENDS 


OIL SECTOR 


Oil accounts for over half of national output and as such continues to 
have a predominant influence on key macroeconomic aggregates: exports, 
gross domestic product (GDP), and government revenue. While the non- 
oil sector of the economy has chalked up impressive gains in real terms 
for the past several years, overall GDP growth rates have fluctuated 
widely as world market conditions have caused major shifts in oil 
prices and demand for Saudi crude petroleum. Despite bouyant per- 
formance by the non-oil sector in both FY 76/77 (June to June) and FY 
77/78, a stagnant oil sector in the latter year was primarily respon- 
sible for a decline in the real GDP growth rate to less than half of 
that achieved in FY 76/77. GDP in FY 79/80 is likely to grow at an 
unprecedented pace, fueled by higher oil production levels and rapidly 
rising prices. 


In the wake of world crude petroleum supply shortfalls due to the 
Iranian crisis, the Saudi Government allowed first quarter 1979 output 
by Aramco (producer of 97 percent of Saudi oil) to be increased by one 
million barrels per day above the established 8.5 million barrels per 
day ceiling. Output returned to 8.5 MBD during the second quarter but 
was again raised to 9.5 million barrels per day for the remainder of 
1979 in reaction to unsettled markets. In addition to Aramco produc- 
tion, almost 300,000 barrels per day are extracted as the Saudi share 
of output from the Saudi Arabian/Kuwaiti neutral zone. Natural gas 
liquids (NGL) should also be included in Saudi energy export totals 
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and will probably average another 275,000 barrels per dey this year, 
bringing Saudi combined crude petroleum and NGL sales to close to ten 
million barrels per day in 1979 versus approximately 8.5 million 
barrels per day last year. 


The combination of increased price and production should result in a 
dramatic increase in oil revenues of around sixty percent in fiscal 
year 79/80 (May to May) and push up export receipts by forty percent in 
calendar year 1979. 


On the technical side, work continues on the Aramco master gas- 
gathering project in the Eastern Province and on the trans-peninsula 
erude oil and natural gas liquids pipelines which are to supply the new 
industrial city of Yenbu with raw materials. In July the Barri NGL 
plant, a key element in the gas-gathering scheme, came fully on stream, 
substantially boosting the availability of NGL both for export and for 
domestic use. Despite continuing announcements of the imminent 
Signature of contracts with joint venture partners for the first 
petrochemical plants at the industrial complex at Jubail, no contracts 
had been finalized at this writing. 


BUDGET DEVELOPMENTS 


During the immediate post-1973 period when Saudi Arabia seemed awash 
with newly acquired wealth, budget limits were overshadowed as 
constraints on the economic development process by infrastructure and 
manpower bottlenecks. If government projects appeared feasible and 
desirable they were funded in the rush to develop the nation as quickly 
as possible. For several years, mushrooming costs of projects were 
outstripped by even more rapidly rising revenue. It did not take long 
for serious inflation to result from pumping so much new money into a 
system not yet able to produce or import the increased amount of goods 
and services demanded. In an effort to ease inflation, a host of 
measures were undertaken to increase the supply of needed products and 
to moderate government disbursements. Budgeted outlays remained 
constant between fiscal years 75/76 and 77/78, though actual 
expenditures rose in each of these three years. 


The obstacles of port congestion and inflation were well on the way to 
being solved by the time the FY 78/79 budget announced the first 
increase in budgeted expenditure for four years. However, as a result 
of the slack oil market in mid-1978, petroleum production and revenue 
fell to well below anticipated levels. At the same time, many projects 
started as long ago as 1974/75 had arrived at a stage which required 
major funding. 


Starting in the second quarter of 1978, this pattern of declining 
revenues and rising spending led to increasing pressure on the budget. 
Substantial reserve drawdowns in September 1978 and January 1979, were 
transferred to the government's operating and investment. budgets. 
Project budgets of all ministries were made subject to reduced across- 
the-board ceilings. Adjustment by ministries to these measures caused 
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some confusion during the summer, but by the beginning of the last 
ouarter of 1978 a fairly consistent pattern had emerged. A high pro- 
file government-wide cost cutting program was instituted and all 
ministries were urged to scrutinize "extravagant" specifications to 
curb waste. 


The result of these measures was a marked slowdown in placing new 
orders, a stretching out of implementation periods for some projects 
and delays in payments to contractors. Local banks reported a brisk 
trade in bridge financing for unpaid contractors. Advance 
"mobilization" payments to contractors which traditionally amounted to 
twenty percent of the contract price were halved on the average. Major 
projects began to be broken down into smaller segments in order to 
attract more bidders, thereby stimulating increased competition. 


Greater cost consciousness, instigated as a result of FY 78/79 budget 
tightness, has shown few signs of melting away in the face of increased 
oil revenues. On the contrary, momentum generated by the careful 
review of ways to accomplish more efficiently national development 
goals is likely to affect procurement policies far into the future. 


Despite fiscal stringency, efforts at greater efficiency in the imple- 
mentation of government projects, and increased oil production and 
prices during the latter half of the fiscal year, the Minister of 
Finance announced in his presentation of the FY 79/80 budget that the 
government had run a deficit of over four billion dollars during the 
preceding fiscal year - - the first red ink in recent memory for the 
Saudis. The new budget was of record size, $47.6 billion, but 
reflected only a modest increase from actual disbursements in the pre- 
vious year. The budget was, of course, drawn up prior to the July 1 
jump in oil prices and also did not take into account for the later 
decision to raise oil output by a million barrels per day beginning in 
July. 


Total government revenue now seems likely to approach $60 billion. The 
consensus among economic analysts in the Kingdom is that disbursements 
are again likely substantially to exceed budget forecasts this fiscal 
year, resulting in only a relatively small accumulation of additional 
foreign official assets by the Saudis. Unlike the earlier 1973 to 1976 
period, programs are underway in the military, health care, 
infrastructure and other areas which will be able to absorb much of 
these additional resources, obviating pressure to return to a policy of 
bold new initiatives to channel productively rapidly increased wealth. 
The Saudi government now appears better prepared to monitor carefully 
the pace and impact of renewed spending increases in order to minimize 
the possibilities of rekindling inflation and potential negative social 
consequences of an overheated economy. 


THE THIRD FIVE-YEAR PLAN 1980-1985 


While the third five-year development plan is still in the preparation 
stage, recent statements by leading government officials provide pre- 
liminary indications of its emphasis and direction. The new plan 
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seems to be shaping up as a readjustment of the means to accomplish the 
major goals established for the last plan, in light of lessons learned 
and constraints encountered. The overall thrust remains to diversify 
sources of national income and to create a more skilled national 
workforce. In addition, increased attention is now being paid to the 
social costs associated with the presence of a large number of foreign 
workers in the Kingdom. 


Diversification of national income sources will stem primarily from 
implementation of petrochemical projects at the new industrial cities 
of Jubail and Yenbu. However, even in these showpiece development 
areas, less stress will be placed on infrastructure than during the 
last plan as the focus proceeds to more directly productive projects. 
Those infrastructure projects likely to be funded will probably be 
either carryovers from the second plan or necessary prerequisites 
directly supporting a productive agricultural or industrial project. 
One of the main priorities of the second plan was to create the con- 
ditions necessary for the establishment of productive ventures in the 
industrial, agricultural and service sectors. The third plan is aimed 
at actual implementation of such income-prooducing projects. 


The new plan seems certain to place special emphasis on developing 
Saudi manpower in order to replace foreign workers to the maximum 
extent possible. In the words of Minister of. Planning Hisham Nazer 
"The replacement of a foreigner by a Saudi national should be a 
national goal for every citizen."" In addition to simply limiting the 
increase in the number of foreign workers allowed to enter the Kingdom, 
specific measures likely to be used to achieve*this goal include 
increased emphasis on vocational education for Saudis, greater use of 
on-the-job training, and the institution of more competitive standards 
for university admission for Saudi applicants. 


Within this overall framework, the current trend toward a greater Saudi 
management role in large projects appears almost certain as does the 
tendency to break large undertakings into a multitude of smaller 
contracts rather than simply to request bids for one huge turrkey 
operation. 


A host of new facilities (roads, schools, hospitals) were constructed 
during the second plan. Increased weight is likely to be given in the 
third plan to those routine maintenance functions necessary to insure 
the continued successful operation of these recently established 
projects. 


INFLATION 


The oil boom of 1975-76 resulted in staggering rates of inflation, 
housing shortages and port congestion. Energetic government efforts to 
curb these problems during 1977 proved quite effective. Stringent 
enforcement of measures designed to streamline port operations in Jidda 
and Dammam, in 1977 coupled with expanded facilities, eliminated once 
lengthy vessel waiting times and relieved severe shortages of many 
products. The housing market has softened considerably with a 
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large number of units now standing empty in major cities. The Saudi 
government has imposed price controls on an increasing number of goods 
at the wholesale and retail level. Bids to government entities are 
being scrutinized more carefully as price becomes a growing concern. 
The best measure of overall price trends in the economy, the non-oil 
GDP deflator, was halved in FY-76/77 from the 1975/76 figure of over 
forty percent and probably fell further to around ten percent during 
the last fiscal year. 


The consumer price index, a less broadly based indicator, actually 
showed an absolute decline during 1978. This is largely due to the 
fact that over fifty percent of the index covers food items, many of 
which are subject to government price controls and receive government 
subsidies. 


MARKET COMPETITIVENESS INCREASES 


The government was not the only purchaser to become more sophisticated 
and demanding during the past few years. Both private firms and indi- 
viduals have been able to profit from increased supplies available to 
the economy and increased competition among purveyors of goods and 
services. This is due not only to the disappearance of port congestion 
and the rapid increase in available housing, but also to the 
establishment of local industries. Construction supplies predominate 
in the local manufacturing scene though rapid growth has been recorded 
in the consumer goods, industrial products, transport, and commercial 
supplies fields. This enhanced compeition has led to decreased profit 
margins for importers, contractors and investors. Of course margins 
had a long way to fall from the boom heights of 1975-76 before losing 
their attraction relative to returns on activities in other regions. 
Most observers find that returns and competiveness in Saudi Arabia are 
merely coming closer to sustainable international norms as opposed to 
the fabulous levels of the 75-76 "oil booms" atmosphere. 


INTERNATIONAL TRADE AND PAYMENTS 


After declining in 1978, oil export receipts rose sharply this year. 
This does not, however, herald a return to the level of current account 
surpluses of the mid-seventies when Saudi Arabia earned almost twenty 
billion dollars more per year than is spent for imports. Current cost 
consciousness is likely to moderate only slightly the rate of import 
growth, aS numerous major projects approach their most import-intensive 
Stages. On the services side of the ledger, the extensive reliance on 
foreign workers, from highly skilled engineers and professors to manual 
laborers, seems unlikely to diminish quickly despite efforts to train 
more Saudis. A significant current account surplus does, however, seem 
almost certain to arise in 1979, while the prospects for 1980 hinge on 
world oil market developments and Saudi crude petroleum production 
policy decisions which are yet to be made known. 
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IMPLICATIONS FOR THE UNITED STATES 


Even during a period of increasing competition and rising cost 
consciousness, this market remains the most promising in the Middle 
East and offers unrivaled opportunities for increased U.S. export 
sales. The Kingdom will have to import the bulk of what it requires 
for development for at least the next decade. 


Best prospects for U.S. suppliers of products to Saudi Arabia include: 
turnkey operations for light manufacturing or assembly; business 
equipment including computers and peripherals; materials for building 
and interior finishing construction; equipment for materials handling; 
electrical power generating and distribution equipment; communications 
equipment; educational training systems; drilling for hydrocarbons and 
water; aviation and avionics; air/water filtration and purification; 
refrigeration; navigation and traffic control services; arid lands 
agribusiness technology; household and institutional furnishings; and 
consumer goods new to the market, such as convenience foods, luxury and 
leisure goods, and decorative items. 


Perhaps the greatest opportunities for U.S. firms are in the service 
sector. Both the Saudi Government and private firms have acquired 
large quantities of sophisticated machinery and equipment during the 
past five years which will require maintenance services and, in many 
cases, operations contracts to ensure their useful functioning. Given 
the increased stress on manpower development, training contracts also 
present attractive opportunities. U.S. firms should also consider 
concentrating their marketing efforts on labor saving products and 
technology in light of the expressed intention to limit the presence of 
foreign workers to the extent possible. 


Competition remains intense in the construction sector where the U.S. 
market share fell from nine percent in 1975 to three percent in 1978. 


Doing business in Saudi Arabia is not easy. Persistence, patience and 
tact are indispensable, and sound business practices are as applicable 
in the Kingdom as in the United States. This market is best sold by 
perserverance. Aside from the general familiarity with U.S. goods and 
the eased entree this offers to U.S. firms, the Saudi market is wide 
open. U.S. firms should, however, be prepared to respond quickly and 
to expect tough competition, particularly on delivery terms, from 
European and Japanese companies. Joint ventures with majority Saudi 
participation benefit from tax advantages and are not subject to limi- 
tations imposed by Saudi agency law. The government encourages maximum 
participation by Saudi firms (including those with foreign partners) in 
development projects. Many foreign firms have decided that the joint 
venture route is the best way to assure a permanent presence in the 
Saudi market. 
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